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Internal Revenue Service c;p;:£44—t£5:;§SA fg.;.ur?
Director, Exempt Organizations . P.OIjBo;g2§QSQ7'EP[EO‘ '.
Cincinnati, OH 45201

Date:

‘Employer Identification Number:

JUN 21 2002

-

—.

Dear Sir or Madam:

We have considered your application for_rééggnifion of exemption from
Federal income tax under the provisicns”cff:cct;cn‘bQ;(c)KB)ij,the
Internal Levenue Code of 1986 and its applicable Income Tax

Regulations. Based on the available information, we have determined

that ycu do not qualify for the reasons set forthon Enclosure I.

Consideration was given to whether you qualify for exemption under
other subsections of section 50i(c) of the Cods.. However, we have

cencluded that you do not qualify under anpﬁhgr subsection.

o 3L ol

As your organization has not established eXémptiQn'fro@,Federal income
tax, it will be necessary for you to file an’'annual income tax return
on Form 1041 if you are a Trust, or Form 1120 if you are a. corporation

Oor an unincorporated associatioan. Contributibﬁsjto,you are not
deductible under section 170 ¢ the Code. o

If you are in agreement with our proposed denial, please sign and

return one copy of the enclosed Form 6018, Consent to Proposed Adverse
Action.

You have the right to protest this proposed determination if you
believe it is incorrect. To protest, you should submit a written
appeal giving the facts, law and other information to support your
position as explained in the enclosed Publication 892, “Exempt
Organizations Appeal Procedures for Unagreed Issues.” The appeal must
be submitted wi.hin 30 days from the date of this letter and must be
signed by one of your principal officers. You may request a hearing

Wwith a mcmber ¢f the office of the Regional Director of Appeals when
you file your appeal. If a hearing is requested, you will be
contacted to arrange a date for it. The learing may be held at the

Regional Cffice or, if you rrquest. ay mutually convenient .
District Office. 1If you are “9 be¢ iv_-.:3ented by someone whLo is not
one of your principal officers, he or she must file a proper power of
attorney and otherwise qualify under our Conference and Practice
Requirements as set forth in Section 601.502 of the Statement of
frocedural Rules. See Treasury Department Circular No. 230.




If you do not protest this proposed det 
it will be considered by the Internal“Re
exhaust available administrative remedie
Internal Revenue Code provxdes, 58

A declaratory judgement or, decre und
not be issued in any p*O”“°d‘DQ“ Toaa
Cl cqurtio]

for the District of L»lumbia de;aﬁmi
organization 1nvolved has exhausted
available to

1f we do not hear from you within the.
our final determination. In that even
will be notified of this action in’ accor ance
section 6104 (c) of the Code. B
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Enclosure I

FACTS:

FORMATION AND MEMEERSHIP

You were formed under the non-profit laws of  the:
_ You subsequently filed-an Am
Incorporation on . According -
is “organized exclusively for charitable,’irg
scientific purposes, including, for such pu;*'
to organizations that qualify as exempt org:
the Internal Revenue Code, or corresponding
code” . EE

educat onal and s T
<ing ~distributions
ction 501(c) (3) of -

‘federal tax’ -

According to yourt bylaws, your primary purpos
recovery of individuals adversely affected by 'the & ¥ _ 3
through educational training in the art of.entrepreneuria iéSmMZQThe'drganizatién'
will provide grants sufficient to support identified indiv duals through the .
first year of training under a system which wilk’clo y monitor their progress.”

You are not a membership organization;'theréﬁo:g,m

no ‘provisions have been made in -
the bylaws regarding membership requirements.: : et : '

EE

ACTIVITIES

The following information was submitted withfiheVlﬁ;piaiﬁFprm’1023 application:

e vYour planned activities include the following:
""become ~ economically
distressed as a result of events occurring on G ' v
@m® by promoting their recovery : through educational
training in the art of entrepreneurialism via
system. You . will. provide grants
sufficient to support identitied” individuals through the
first year of training under a monitoring system which will
enable you to measure and adjust'to"individual needs of the
recipient.” O P e IoE R

widentify individuals who have.:

« you will receive support in the form of .contributions from individuals and
business en.ities. , ey

e You anticipate awarding approximately gtédts‘per y.ar. These grants will
‘average $ ) Grants will be awarde in S and .S‘increments.

e Grants will be awarded to those individualélﬁhoﬂhave_suffered adverze
finar ~ial consequences due to the events,,ot"or any other




'DITIONAL FACTS

-3420691

. There are no restrlction |
status of the prospective recipient or any. relative
recipient will be considered depending on- the t
situation. However, no relatives of the sel 't;o
to participate in grants.

rospective‘
¢ial.

U
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The individuals will parilcipate in act =
effective tools and education necessary: o, PEC
in operating a successful home based: busina
The activity wi L be overseen by 1ndrv1duals associated with.

. system. '
Grant recipients will receive their apprent ceshipitraining in variou
locations such as at personal residences’ ‘of distributora” T’ by partic1pat1ng
and/or attending seminars where the subject ‘matte pértains to Learning the‘

SRR svster.

Grant funds may be used for training materiai
. for travel expense associated with t
for other expenses related to such activities.
FeClplentS of grants will include relief w
;v;uua;a Wil d e Ulnpe of emolovment

;uu
adverse economic impact of
demonstrate financial need as a result o.

oy - =
system is ap

Independent hcme based business owners the oppor
gain profits from retail sale as well as’ commL
product volume. Your founders are related to'
will not pe controlled by
Once grants have been awarded, grant recipients will be. monitored each
financial quarter to verify their active partzcipatron in the
Grant reciplents must fulfill the requirements for each fxnancxal quarter in
order to ceontinue receiving grant money. 3 § & the grant participant fails to
accomplish the quarterly tasks, they will no" longer ‘réceive the grant
Quarterly tasks include such requirements as locating a qpecific number of
customers, =porsor1ng additional dlstributors, and attending

conferences or semlnars.
 will match all charitablejcontributions made.

It appears that in the future, seven out Qf_a“:otaliot fifteen of your
directors will be related to ' o

roven business_plan whlch allows*'
ity tq-sell products and
s]d.on the ‘sale of =
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In a conversation with

be entrepreneurs. Regular partlcipanté
materials, pay wholesale prices for. pro

1 O
(t =

markup. Theses p icipants are: independen
who operate their own bhusinesses. -

© CENENNNNNNNNG il provids granta £ Sagpl

A v

Grauniees muct demanstrate flnanc1al need; pd muat' eet“}
described benchmarks before grant- money 5o e

firantees receive products at no cost:(
at cost to

QD r“‘ -
sell these products and receive all
required to reimburse

, Anals
, 91 theiy

M‘ or;theé costs
®* Approximately % of the participants’ in the @ — :
dc independent disuriputdrs’ when their’

However, they are not required to use m " a!

distributor. They are allowed to purchése

* RAlthougn there i5 nc requirement for participants to: remai
as independent disiributors il
Therefore, it is very likely that participants in
also remain distributors for
program. i
®* You ha ‘e represented that your future Board ‘would*ha
indiv.duals not connected with ~ +However, "
provide grants for business/sales training provided- by{an
J.

In a writren response dated “,vtné,ffcudwing informa

provided:

tion“was

- Y . is 2 for- -profit mpanv whj.ch sells products

wholesale to independent salespeople who then in turn resell the products 1 ;L
profit v

. In a written response dated - you J.ndlcated that the: faCts c‘mtal.ned
above, and presented in our letter dated o, were correct

£
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Page 4

Section 501(c) (3) of the Internal Revenue Code'requires that, to qua11fy for tax
exemption under this section, an organization must: be organlzed and operated
excluslvely for certain enumerated purposas and no part ofits | net earnings ma '
inure to the benefit of any private sharelolder:or indiv1dnal. The-” Al eiabdete
include reiigious, charitable, scientific," testlng for publlc safety,’iiterary,
educatiocnal, fostering natlonal or 1nternatxona “amateur sports competition, and

the "revoentiAan AfF ~Aviialéer om aclcar o oo

VI A e -

Section 1.501(c) (3)-1(d) (2) of the Income"Tax Regulation°vstate3, in part, tﬁn
charitable _purposes include relief of the poor?and distressed or. of the

Sections 1.501(c) (3)-1(c) (2) and (d)(l)(ii) of;the Regulations state that an- R

G-
organization whose net earnings inure t, the bnqef4t ©f privats sharcholders or -

individuals or which is operated for the benefzt ot prlvate interests is not
operated exclusively for exempt purposes. f_ .

——a

In Better Business Bureau of Washington, D.C., Inc. v. U. S., 326 U S. 179, the

Supreme Ccurt neld that the presence of a srngle non- exempt purpose, if

substantial in nature, will destroy a claim .for’ exemption regardless of the
number or importance of truly exempt purposes.:'f

In est of Hawaii v. Commissioner, 71 T.C. at11080;81['th;;Court stated that a
critical determination is not whether transactions ‘with-a for-profit Crganizatlon
are reasonable or excessive, but instead whether: the entire enterprise is carried

~on in such a manner that the for-profit organizatlon beneflts substantially from
the operation of the exempt organization. : G

In that case, a non-profit organization was ‘involved in transactions with three
for-profit corporations. The transactions were- made ‘at fair market value and the
. non-profit organization contended that they had no commercial purpose of their
own and that the fact that the for-profit corporation may receive a benefit from
the transaction was not a ground for denial of tax exempt status.

However, the court held that the non-profit organizatlon was 2 part of a
franchise system that was operated fur the benefit of the tor-profit corporation

and that its affiliation with this system ta1nts it w1th a substantial commercial
purpose.

In Church by Mail, Inc. v. Commissioner, 765 F.2d 1387, 1390 (9th Cir. 1985), the
court held that an organization operated for the substantial non-exempt purpose

of providing a market for a for-profit corporation was not exempt under section
501 (c) (3) of the Code. ‘ e

In that case, a non-profit organization was formed to promote religion through
the distribution of printed religious massages, ';‘»h,_. nen-profit organization was




related to a3 for-profit corporatioh chat:
services for the non-profit organization.
provided similar services to others as part“of it

The court determined that the non-prdfit,o;ga

exemnt mirnnge Af nravidinag a2 marbar Farirha 05

FELEN

and that this non-exempt purpose woul‘d'v"'b’
of the Code. o

TAXPAYER’S POSITION:

» SRR o el
ie & WILCOCC

I i S datzd QIINENNED, you quotsd ‘Regulation
1(e) (1) . which provides that the mere fact ‘that an organization
or business dces not result in denial of tax ‘exempf status.if suc
business is in furtherance of such organizations,exetpt-p_:poselq-'T

Qo

. Vs

Yfou state that tlie activities of the appiiééht%?ﬁ?llAnoggbe~cétfied;6h¢1h such a -

manner tnat QN i1l substantially benefit’ from 1ts operations®.  you. '

state that "N cces not benefit at:al on ale:( “that
are cffered to the grant recipients and the prospect .o ncrease he:
@Y base is purely speculative and no pliga

In addition, have cited San Fraﬁbisébslnfant School: v, éibﬁerh 6§iT;é; 
957, 965-966. this case, the courtjhe;qgﬁhatﬁéfgubsgént;alTQongxemgtjaCtivity*

that was an i ral and inseparable par
“'ni.l of tax exemption. '

In your @@ & cesponse, you further itgf,ed-,;th'ét “the bu;;joée and
_objective to which tl.. income of @ i; devoted is'the ultimate test in
determining whetner it is operated exclusively;forvanfexempt.purpose".

-—

did not tesult in

CONCLUSION:

L o
[ )
0O L

ed on the information provided to date, yqﬁ:dq not,quaLify for exemption under
tion 501{c)(3) of the Code. ' R :

Specifically, the Code and Requlations limit exemption to those organizations
that are organized and operated exclusively for chavitable .purposes. The
Regulations state that the operation of'a-t:;da:or-business“wi;l not necessarily
preclude exemption if such trade or"busine;;jiajinffg:pherancefot.an'gxempt‘7
purpose. However, the Requlations also state that an‘organization whose net
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earnings inure to the benefit of private shargholdersjqrfindividuals or whigch is .
operated for the benefit of private interests;:iSInot'opérated»exclusivély for -
eéxempt purposes. Therefore, because your benefitsfax&*inuring to a related for-
profit organization, you are not operated inffurtbgtance;of"an exempt purpose and
do not meet the operational test for exemption. : i . CL et

Your situaticn is not analogous to San Francisco. Infant School v. Commiésioner.'3
In that case, denial of exemption had been.based ~n the contention-that the
applicant primarily provided custodial care.to pre-school children, rather than
primarily providing educational services. The coqrt_fouhd that custodial care
Was a necessary comporent cf proving education to children of this age,

Moreover, there was no issue of benafit to private business interests., Although
providing funding for business t.-aining to individuals in adverse financial
Circumsiances may be a charitable purpose, you have chosen to provide assistance
only to persons who agree to train in the fOEEmS e , system. The
result of this activity is a berefit to B through promoting
awareness of their products, increasing the sales of such products, and
recruiting additional distributors for these products, as. further discussed
below. Accordingly, we find that the Private benefit accruing to

is a substantial non-exempt purpose that preclude:“exemption.

'

8. transactions that you have
with ‘appear to be made at fair market value and you do not
appear to have commercial activities of your “own.:; However, X
will rec:ive substantial benefit from your activities. Approximately"lk of the
grant recipients can be eéxpectea to remain with as

You are similar to est of Hawaii v, Commissioﬁér;"Th

independenu disiiibutcrs. In addition, as part of their grant requirements, the

grant recipients must recruit and Sponsor additional distributors for
+ and must meet specific sales goals, including building up an
increasingly large customer base for ¥ products. Therefore,
is receiving the benefit of additional public awareness of its

- products, additional distributors, and additional_profits from the sales of its

products to the distributors.

As noted above, it is your contention that your exempt purposes of providing
employment training to persons in adverse tinancialwcircumstances. rather than
the means by which these purposes are achieved, should determine your
qualifications for tax-exempt status. Although all of your funds are to be
granted to recipients for training purposes, this is not the only factor to be
taken into consideration when determining whether an organizatisn qualifies for
€«cmption.  You are similar to the organization described in the est case because
your entire enterprise is to be carried on in such a manner that a for-profit
organization will benefit substantially from your operations. ‘

In addition, you are similar to Church by Mail, Inc. v. Commissioner. Market
America, Inc. provides its training services and distributorship opportunities,
at regular rates, to other persons who are not participants in the grant program.
By operating a grant program that will in the long run increase the number of
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Customer base is “speculative”.

obligated to stay with G ] )

again quote a previous conversation in which
of the grant participants could be . expecte:
as independent distributors. '

year for

You appear to have a general charitablé.intentﬂbfibrqviQing,g;ént “to. those

individuals who have been adversely affected by the events of: _ :

‘ ding them with

150.will provide a:-

by piomoting -
he.Better Business .
he presence of this non-:

as well as QRN for the purpose ‘of provi
training in the art of entrepreneurship.  However; yo )
private benefit to a for-profit corporation,’
and increasing sales of their products., . The
Bureau ‘case, although you have a charitablepurpose

exempt purpose is substantial in nature ‘and ‘wil]) preclu

In conclusion, ycur proposed activities will’ substantial‘benefit to. - .
private individuals; consequently, you will:'be ‘op rated for.the benefit ofi - s
private interests. Accordingly, you are not ‘operated;exclusively for exempt -
purposes as described in section 501 (c) (3)~1(ec) (2} "and: (d) (1) (ii) of the .
Regulations this type of organization, and you.da not''qualify for exemption under
section 501 (c) (3) of the Code. £ L AL




8 Departméit of 18 1783501y ¢ iamal Reveris Servica 27
Dl Consent ta. Froposed Adversa 'Action’”
(All references 809 to the Intema | Revenue Code
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Case Number

Employer Identification Number

(e

Name and Address of Organization

ooy

I consent to the proposed adverse action relative to the above ony
understand that if Section 7428, Declaratory Judgements Relatln

Organizations under Section 501(c)(3). etc applles Vhave tha i
adverse action. . '

(X] Denial of exemption

[ ] Revocation of exemption, effective.

[ 1 Modification of exemption from section 501(c)(: v

{ 1 Classiiicaiion as a private foundation descnbed_ln

[ 1 Classification as an private operating foundation described lnlsecllons 509(3) and 49420)(3), effecuve for

[ 1 Classification as an organization described in sedlon 509(3)( ), el‘l’edlve :

(1 Classification as an organization described in sectlon170(b)(1)(A)( ),'elleetlve _

If you agree to the adverse
keep a copy for your records,

If you sign this consent before you have exhausted your admlnls
lose your rightes (o 3 declaraton ¥ jJudgamant under section 7428,

action shown above please slgn and relum thls consent You should

tratlve appeal rlghts you may

(Slgnature lnstruotlons on Back) P

Name of Organbzﬁnn-

Signature and Title

Signature and Title




